Gerhard Fenz,
Martin Schneider’

JEL classification:
C5, E17
Keywords:
forecast, Austria

Editorial deadline:

November 20, 2009

Sluggish Economic Recovery —
Conditions in the Labor Market Remain

Strained

Economic Outlook for Austria from 2009 to 2011

(December 2009)

1 Summary

According to the December 2009 eco-
nomic outlook of the Oesterreichische
Nationalbank (OeNB), economic out-
put in Austria is projected to shrink by
3.5% in 2009, but to revert to positive
growth in 2010 (+1.2%) and 2011
(+1.6%). These figures reflect a con-
siderable improvement on the OeNB’s
June 2009 outlook. In June, the decline
in GDP growth had been projected to
reach as much as 4.2% in 2009, and the
forecast for 2010 had been that of a
decline by 0.4% of GDP. The revisions
made since basically reflect temporary
factors (inventory cycle, fiscal stimulus
package) and a stronger revival of world
trade than anticipated before. Over the
medium term, however, the growth
prospects remain weak as a result of the
financial crisis. By the end of 2011, real
GDP will still be slightly below pre-
crisis levels.

The global recession spilled over to
Austria above all through the export
channel, with exports slowing sharply
in the fall of 2008. While a gradual
recovery of world trade observable
since the summer of 2009 has since
revived demand for Austrian exports,
exports stand to shrink by as much as
12.9% in 2009 as a whole. Looking
ahead, the acceleration of export
growth is likely to remain moderate
compared with earlier recoveries.
Moreover, plummeting export demand
and the general uncertainty amid the

crisis, together with tighter financing
conditions, are expected to have caused
investment in plant and equipment to
contract by a hefty 12.4% in 2009. In
the near future, inventory investment
should provide positive impulses to
growth, since the contraction of GDP
was reinforced by destocking in the
first half of 2009.

Private consumption has continued
to grow — albeit at low rates — through-
out the crisis, reflecting the robust ex-
pansion of employment in recent years,
the high wage settlements for 2009 and
the decreasing inflation trend. The
purchasing power of households has,
moreover, been strengthened by a tax
reform that entered into force in the
spring of 2009. Consumption was also
boosted temporarily in the second
quarter of 2009 as the car scrapping
scheme entered into force on April 1.
However, the unwinding of these tem-
porary measures implies the danger of
a setback to the recovery in early 2010.
In addition, compensation of employees
is expected to stagnate in 2010 on
account of the continued rise in unem-
ployment and considerably lower wage
settlements. Yet as the economy gradu-
ally revives, operating surpluses, self-
employment income and investment
income will at least stop shrinking and
thus stabilize the level of household in-
come in combination with public trans-
fers.

! Gerhard.Fenz@oenb.at; Martin.Schneider@oenb.at. With contributions from Ernest Gnan, Walpurga Kohler-
Toglhofer, Peter Mooslechner, Lukas Reiss, Fabio Rumler and Alfred Stiglbauer.
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Table 1

OeNB December 2009 Outlook for Austria — Key Results'

2008 ‘ 2009 ‘ 2010 ‘ 2011
Economic activity Annual change in % (real)
Gross domestic product +2.0 —3.5 +1.2 +1.6
Private consumption +0.5 +0.4 +0.6 +0.9
Government consumption +3.0 +0.6 +0.7 +1.0
Gross fixed capital formation +0.5 —4.6 +1.2 +1.9
Exports of goods and services -04 -129 +2.8 +3.9
Imports of goods and services -1.6 -11.0 +2.3 +3.2
Contribution to real GDP growth Percentage points of GDP
Private consumption +0.3 +0.2 +0.3 +0.5
Government consumption +0.5 +0.1 +0.1 +0.2
Gross fixed capital formation +0.1 -1.0 +0.2 +04
Domestic demand (excluding changes in inventories) +0.9 -0.7 +0.7 +1.1
Net exports +0.6 -1.8 +0.4 +0.6
Changes in inventories (including statistical discrepancy) +0.5 -1.0 +0.1 +0.0
Prices Annual change in %
Harmonised Index of Consumer Prices (HICP) +3.2 +0.5 +1.5 +1.6
Private consumption expenditure (PCE) deflator +2.8 +0.9 +1.4 +1.6
GDP deflator +2.0 +04 +1.2 +14
Unit labor costs in the total economy +2.8 +4.9 -0.8 +0.5
Compensation per employee (at current prices) +2.7 +2.4 +1.3 +1.8
Productivity (whole economy) =01 =24 +2.1 +1.3
Compensation per employee (real) -0 +1.5 —011 +0.2
Import prices +3.8 -3.0 -04 +1.5
Export prices +3.8 —31 -0.3 +1.3
Terms of trade +0.0 -01 +0.1 -0.2
Income and savings
Real disposable household income +1.6 | +04 | +0.6 | +0.6

9% of nominal disposable household income
Saving ratio 120 | 119 | 118 | 11.6
Labor market Annual change in %
Payroll employment +2.5 ‘ -1.3 ‘ —0.6 | +0.5

% of labor supply
Unemployment rate (Eurostat definition) 39 ‘ 4.7 ‘ 5.3 | 54
Budget % of nominal GDP
Budget balance (Maastricht definition) -04 —42 —5.6 —54
Government debt 62.6 68.9 73.6 76.9

Source: 2008: Eurostat, Statistics Austria; 2009 to 2011: OeNB December 2009 outlook.

! The outlook was drawn up on the basis of seasonally adjusted and working-day adjusted national accounts data. Therefore, the historical
values for 2008 may deviate from the nonadjusted data released by Statistics Austria

Austria (like Germany) has been
among the euro area countries with the
lowest increases in unemployment
during the crisis so far. In September
2009, the number of jobs was down by
65,000 from September 2008, whereas
the number of unemployed persons was
up by 51,000. The fact that the labor

market has not reacted more strongly

to the sharp economic setback can be
attributed to a number of reasons. On
the one hand, businesses have made an
effort not to lay off employees if possi-
ble. On the other hand, the repercus-
sions of the crisis on the labor market
have been offset to some extent by
labor market measures, such as short-
term working schemes. Payroll em-
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ployment numbers are expected to
drop by 1.3% in 2009. The unemploy-
ment rate (Eurostat definition) should
rise from 3.9% in 2008 to 4.7% in
2009 and is expected to climb further
to 5.4% in 2011.

HICP inflation is assumed to rise
gradually in the next few months and
to peak at 1.9% in January 2010. There-
after, inflation pressures are expected
to subside so that the inflation rate
should stand at 1.3% by the end of
2010. This slowdown basically reflects
the dynamics of energy prices and, to a
smaller extent, food price develop-
ments.
nomic outlook and an expected fall in
wage growth in 2010 will dampen in-
flation pressure in the industrial goods
and services sectors. On balance, HICP
inflation is projected to average 0.5%
in 2009, before rising to 1.5% in 2010
and inching up to 1.6% in 2011.

The fallout from the crisis has been
offset to some extent by internationally
coordinated expansionary fiscal policy
measures. The measures adopted to
date by the Austrian government (infla-
tion package, two economic stimulus
packages, earlier implementation of the
income tax reform, labor market pack-
ages, car scrapping scheme) and the
measures adopted by the federal prov-
inces will boost GDP growth by ap-
proximately 1 percentage point in 2009
and by about 0.7 percentage points in
2010. The Austrian Institute of Eco-
nomic Research (WIFO) expects the
fiscal packages of the Austrian trading
partners (above all Germany) to sup-
port GDP growth in Austria by 0.8
percentage points in 2009 (2010: 0.0
percentage points). At the same time,

The continued subdued eco-

the various stimulus measures and
above all the effect of the automatic sta-
bilizers will cause the general govern-
ment deficit to rise to 4.2% of GDP in
2009 and to 5.6% of GDP in 2010
(2008: 0.4% of GDP). Relatively high
primary deficits and a highly unfavor-
able interest rate growth differential in
2009 will lead to an increase in the
level of public debt to 68.9% of GDP in
2009 and to 73.6% of GDP in 2010
(2008: 62.6% of GDP).” By 2011, the

debt ratio is expected to have climbed

to 76.9%.

2 Technical Assumptions

This forecast is the OeNB contribution
to the Eurosystem’s December 2009
staff projections. The forecast horizon
ranges from the fourth quarter of 2009
to the fourth quarter of 2011. Novem-
ber 12, 2009, was the cutoff date for
the assumptions on global growth as
well as interest rates, exchange rates
and crude oil prices. The projections
were prepared with the OeNB’s macro-
economic quarterly model and are es-
sentially based on seasonally and work-
ing-day adjusted national accounts data
calculated by WIFO. These data were
fully available up to the second quarter
of 2009; for the third quarter we used
the GDP flash estimate, which covers
only part of the national accounts ag-
gregates, though. The underlying
short-term interest rate is based on
market expectations for the three-
month EURIBOR and is assumed to
equal 1.2% in 2009 and 2010, and
2.4% in 2011. Long-term interest rates,
which reflect market expectations for
ten-year government bonds, are as-

sumed to equal 3.9% in 2009 and 2010,

2 The fiscal projections include only adequately specified measures that had passed the legislative process at the time

the OeNB outlook was prepared. Therefore, these projections do not reflect any consolidation measures that the

government may takefrom 2011.
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and 4.4% in 2011. The USD/EUR ex-
change rate is assumed to remain at
USD/EUR 1.49 throughout 2010 and
2011. The projected trend in crude oil
prices is based on futures prices. For
2009, we assume oil prices of USD
62.2 per barrel (Brent); our assumption
for 2010 is USD 81.4, and USD 85.9
for 2011. The prices of commodities
excluding energy are also based on
futures prices over the forecast hori-
zon.

3 World Economy Back on
Growth Path

At the time of writing, the world econ-
omy is gradually regaining momentum,
led by activities in Asia. An increasing
number of indicators point toward an
economic recovery, following a range
of joint efforts by central banks, gov-
ernments and international institutions
to rescue the financial sector. The sup-
port measures taken by central banks
have revived the interbank market fol-
lowing its collapse in the fall of 2008
and have stabilized the banking sector.
A key impetus for economic recovery
has, moreover, come from a range of
economic stimulus packages adopted
around the world and from the low
level to which central banks have low-
ered official rates worldwide. These
combined efforts have made it possible
to overcome the recession which had
hit most economies when the financial
crisis came to a head in the fall of 2008.

The world’s major economies are
all reporting signs of economic recov-
ery. At the same time, it must not be
overlooked that output levels continue
to fall far short of pre-crisis levels. In
addition, it is unclear whether demand
will be robust enough to support
growth when governments start to un-
wind their economic stimulus packages
and start the necessary consolidation
measures. Other dampening factors in-
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clude continued financing constraints
as well as asset losses by both businesses
and households in many regions.

China is currently at the vanguard
of global recovery, but it also spent a lot
more on public support measures than
most industrial countries. At an esti-
mated 7.8%, GDP growth will not
be substantially lower in 2009 than it
was in 2008 (+9.0%). Moreover, the
Chinese government has reverted to its
pre-crisis exchange—rate regime, i.e. it
continues to keep the external value of
the renminbi yuan artificially low by
purchasing U.S. government bonds. In
doing so, China supports both its own
exports and helps the U.S.A. finance
its budget and current account deficits.
However, this policy only entrenches
macroeconomic imbalances and post-
pones required adjustments.

The U.S. economy has also reverted
to a growth path. In the third quarter
of 2009, the U.S. GDP expanded by
0.7% (based on the second release of
data) against the previous quarter.
Looking ahead to the fourth quarter,
the leading indicators point to strong
growth also in the remainder of the
year. This would imply that the U.S.
economy has recovered from the reces-
sion into which it plunged in mid-2008.
At the same time, there are a range of
risks and factors that suggest that the
recovery is but weak. The stabilization
of the economy was brought about
almost exclusively by economic policy
measures. With a fiscal package worth
USD 787 billion, adopted in February
2009, the U.S. government relied
above all on cutting taxes, financing in-
frastructure projects, supporting the
U.S. car industry and increasing trans-
fer payments. The Federal Reserve Sys-
tem cut key interest rates to close to
zero and contributed to the stabiliza-
tion of the financial sector through
credit easing measures. How the recov-
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Table 2
Underlying Global Economic Conditions
2008 ‘ 2009 ‘ 2010 ‘ 201

Gross domestic product Annual change in % (real)

World GDP growth outside the euro area +3.3 -0.6 +3.5 +39
US.A. 04l 2.5 +1.9 +2.3
Japan -0.7 =52 +1.9 +1.3
Asia excluding Japan +6.7 +4.9 +6.9 +7.0
Latin America +4.1 —2.0 +2.6 +3.1
United Kingdom +0.6 —4.6 .2 A2
New EU Member States' +3.9 —3.7 +0.3 +2.8
Switzerland +1.8 -1.6 +0.5 +1.9
Euro area’ +0.5 | —41t0 -39 | +011t0 +15 | +0.2t0 +2.2

World trade (imports of goods and services)
World economy

Non-euro area countries

Real growth of euro area export markets
Real growth of Austrian export markets

Prices

Oil price in USD/barrel (Brent)

Three-month interest rate in %

Long-term interest rate in %

USD/EUR exchange rate

Nominal effective exchange rate (euro area index)

Source: Eurosystem.

+3.1 -11.7 +4.3 +4.7
+4.0 -11.5 +6.1 +5.5
+3.8 -12.2 +4.2 +4.7
+2.6 -12.3 +34 +3.8
97.7 62.2 814 85.9
4.6 1.2 1.2 24
44 39 39 44
147 140 149 1.49
113.03 113.97 116.42 11642

! Member States that joined the EU in 2004 and 2007 and have not yet introduced the euro: Czech Republic, Hungary, Poland, Romania, Bulgaria,

Estonia, Latvia, Lithuania.

22009 to 2011: Results of the Eurosystem’s December 2009 projections. The ECB presents the result in ranges based upon average differences

between actual outcomes and previous projections.

ery continues to unfold will basically
depend on whether the U.S.A. will
succeed in closing the demand gap that
will open up after the expiry of stimu-
lating measures. Exporters should
stand to gain from the depreciation of
the U.S. dollar in the medium run. At
the same time, the contribution to
GDP growth stemming from house-
hold demand is unlikely to be substan-
tial in the near future. The decline in
real estate and securities prices has led
to sharp financial losses. U.S. house-
holds have consequently reduced their
expenditure on consumption in order
to compensate these losses, which is
already reflected in a visibly rising
saving rate. Rising unemployment as
well as tighter financing conditions
have further depressed private con-
sumption. Eurosystem projections ex-
pect the U.S. economy to grow by

1.9% in 2010 and by 2.3% in 2011.
This means that the revival of the econ-
omy will be markedly less pronounced
than the recovery from past recessions.

The global financial and economic
crisis hit the euro area with full force at
the turn of 2008/09. From the fourth
quarter of 2008 until the second quar-
ter of 2009, real GDP contracted by
close to 4%. The second quarter of
2009, finally, brought first signs of
stabilization, with the two biggest
euro area economies — Germany and
France — back on a growth path. In the
third quarter of 2009, the euro area as
a whole emerged from recession: With
GDP rising by 0.4% (Eurostat flash
estimate), the growth rate was positive
again after three negative quarters.
Growth was essentially driven by the
recovery of the international economy,
that is to say by rebounding world

10
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trade. Other growth drivers include
the monetary and fiscal policy mea-
sures taken as well as the restocking of
inventories that had been depleted in
the first half of the year. Conversely,
business investment appears to have
continued to shrink. The crisis-related
reluctance to invest is expected to sub-
side only in 2010. In the field of indus-
trial production, the trend reversal oc-
curred already in May 2009; since
then, the monthly change rates have
again been consistently positive. In the
third quarter of 2009, industrial pro-
duction was up 2.2% against the previ-
ous quarter. Orders have also been on
the rise, with a monthly increase by
1.5% in September 2009. However,
unlike in industry, there are no signs of
a trend reversal in retail trade yet.

Germany was hit particularly badly
by the crisis, given its high dependency
on exports. From the first quarter of
2008 until the first quarter of 2009,
GDP contracted by close to 7%. In ad-
dition to the setback in exports, Ger-
man businesses also reported a sharp
decline in investment activity. Interest-
ingly, the rise in unemployment was
highly limited, even though output con-
tracted particularly sharply compared
with past economic slowdowns. This
can be attributed to a high flexibility of
working arrangements (averaging ar-
rangements for hours worked) and to
short-time working schemes. Recovery
started earlier in Germany than in most
other countries. Positive growth,
driven by domestic demand, was re-
ported as early as in the second quarter
of 2009. Domestic demand, in turn,
had been strengthened by fiscal policy
measures. In the third quarter of 2009,
exports took over as the key engine of
growth.

The French economy suffered a
smaller setback than the German econ-
omy. Domestic demand, which tradi-
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tionally plays a key role, was instru-
mental in offsetting the effect that the
decline of exports had on overall out-
put. Like Germany, France was back
on a positive growth track in the sec-
ond quarter of 2009, and continued to
post positive growth in the third quar-
ter. At the same time, the development
of France’s public finances is a matter of
serious concern. The automatic stabi-
lizers have proved to be a large burden
on the budget during the crisis. More-
over, the French government adopted a
big spending package in June 2009,
which will take effect in 2010.

The Italian economy had suffered
from a permanent loss of competitive-
ness even before the onset of the eco-
nomic crisis. Consequently, there was
no contribution to growth from either
exports or business investments. This is
why private consumption expenditure,
which contracted sharply at the turn of
2008709, and public consumption are
currently the sole stabilizing factors.
Given the dismal condition of public fi-
nances, the Italian government re-
frained from adopting major economic
stimulus measures.

The countries in Central, Eastern
and Southeastern Europe (CESEE), which
are of prime importance for Austria,
were hit by the crisis through a number
of channels. The countries in the area
suffered as export demand collapsed
and capital inflows reversed given the
sharp rise in risk aversion during the
financial crisis. Moreover, the sharp
depreciation of some currencies posed
substantial problems especially for
debtors who had taken out foreign cur-
rency loans. On balance, however,
developments in the area have been
highly mixed. While the Baltic states as
well as Hungary and Romania suffered
huge setbacks, Poland even recorded
positive growth in the first and second
quarters of 2009. Yet more and more
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signs of stabilization are beginning to
show. Of course, recovery will be
highly dependent on the development
of import demand in Western Europe,
which is after all the biggest export
market for CESEE producers.

4 Export Activity Gradually
Regaining Momentum

The global crisis hit the Austrian econ-
omy above all through the foreign trade
channel. Demand in Austrian export
markets contracted by as much as
12.3% in 2009. At the same time, Aus-

trian exporters lost ground through
losses in price competitiveness, given
the appreciation of the euro — in par-
ticular against the U.S. dollar and
against most CESEE currencies — and
given the sharp rise in unit labor costs
in 2009. The loss in price competitive-
ness from 2007 to 2009 totaled 3%,
which led to losses in market share.

In line with the recovery of the
world economy, Austrian export activ-
ity has been regaining momentum. In
the second half of 2009, export growth
was still largely driven by temporary

Table 3
Growth and Price Developments in Austria’s Foreign Trade
2008 ‘ 2009 ‘ 2010 ‘ 2011
Exports Annual change in %
Competitor prices in Austria‘s export markets +2.4 —34 —-01 +1.1
Export deflator +3.8 =31 -0.3 +1.3
Changes in price competitiveness -14 -0.3 +0.2 -01
Import demand in Austria‘s export markets (real) +2.6 —12.3 +3.4 +3.8
Austrian exports of goods and services (real) -04 129 +2.8 +3.9
Market share —3.0 -0.5 -0.5 +0.1
Imports
International competitor prices in the Austrian market +2.1 —31 +0.1 +1.1
Import deflator +3.8 -3.0 -04 +1.5
Austrian imports of goods and services (real) -1.6 -11.0 +2.3 +32
Terms of trade +0.0 | -01 | +01 | -0.2
Percentage points of real GDP
Contribution of net exports to GDP growth +0.6 | -1.8 | +04 ‘ +0.6
Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook, Eurosystem.
Table 4
Austria’s Current Account
2008 2009 2010 2011
% of nominal GDP
Balance of trade 4.5 3.6 3.8 4.1
Balance on goods -0.2 -0.8 -04 -04
Balance on services 4.7 4.3 4.3 4.5
Euro area -0.2 0.1 0.1 0.4
Non-euro area countries 4.6 3.5 37 37
Balance on income -0.7 -0.9 -1.0 -1.0
Balance on current transfers —0.6 —-0.8 -0.7 -0.7
Current account 3.2 1.8 2.2 24

Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook.
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factors, such as the inventory cycle
and the fiscal stimulus packages
adopted by numerous countries. As
those factors unwind, export activity
will weaken somewhat in early 2010.
Quarterly growth rates will, however,
remain in positive territory, in accor-
dance with demand in Austrian export
markets.

Following stagnation in 2008 based
on national accounts data, real exports
are expected to drop by 12.9% in 2009.
The strengthening of economic activity
over the remainder of the forecast hori-
zon basically reflects external factors.
Even though growth of real exports
will fall considerably short of pre-crisis
levels in both 2010 (+2.8%) and 2011
(+3.9%), exports will remain the key
engine of growth.

The Austrian current account sur-
plus has increased persistently in recent
years, peaking at 3.6% of GDP in 2007.
Following a slight decline to 3.2% in
2008, the crisis caused the current
account surplus to contract more
strongly, to 1.8%, in 2009, largely on
account of a setback in goods exports.
Goods imports, in contrast, have not
contracted as much as exports, because
domestic consumption has remained
stable. Services exports and imports
held up much better during the crisis
than goods exports and imports. In
fact, the tourist industry, which is of
paramount importance for Austria, has
so far fared better in 2009 than ex-
pected. Overnight stays of foreign
tourists shrank by 3.3% from January
to October 2009. On the whole, the
trade balance has not reacted particu-
larly strongly to the crisis. The ex-
pected recovery of world trade over the
remainder of the forecast horizon will
cause the current account surplus to
rise again gradually in 2010 and 2011.
The goods balance is projected to be
balanced again by the end of 2011.

Economic Outlook for Austria

5 Domestic Demand Remains
Weak during the Recovery
5.1 Crisis-Driven Sharp Decline

in Investment in Plant and

Equipment
The industrial sector has suffered by far
the most from the crisis. In August
2009, industrial production was 15%
below the comparative level of August
2008. While orders have picked up
somewhat recently, they are still far
below pre-crisis levels. Given markedly
lower export demand and widespread
uncertainty, businesses cut back on in-
vestment in plant and equipment from
the second half of 2008 onward. At the
same time, they suffered from tight-
ened financing conditions. At the height
of the crisis, financing through the issu-
ance of stocks and bonds had virtually
dried up. Banks, too, tightened their
credit standards, but they did pass on
the cuts in key interest rates adopted by
the ECB since the fall of 2008. In the
second quarter of 2009, capacity utili-
zation dropped to 73%, from 84% in
the first quarter. While capacity utili-
zation has since improved again some-
what to 75% in the fourth quarter of
2009, investment activity continues to
remain limited given existing excess
capacities. Therefore, the main invest-
ment motive in the next year or two
will be replacement investment rather
than the development of new produc-
tion capacities. Thus, investment in
plant and equipment is projected to
grow rather slowly in 2010 (+0.3%)
and 2011 (+2.7%). Producers and re-
tailers have largely depleted their in-
ventories during the crisis. Restocking
will support GDP growth in the short
run.

Construction investment, finally,
remained fairly strong, among other
things because Austria had not seen any
real estate bubbles. While residential
construction investment has contracted
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Chart 1

Domestic Demand Remains Weak during the Recovery

Downward Trend in Growth of Domestic

Investment in Plant and Equipment Mirrors

Demand Exports
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Table 5
Investment Activity in Austria
2008 ‘ 2009 ‘ 2010 ‘ 2011
Annual change in %
Total gross fixed capital formation (real) +0.5 ‘ —4.6 ‘ +1.2 | +1.9
of which: Investment in plant and equipment (real) —14 —124 +0.3 +2.7
Residential construction investment (real) +1.9 -2.3 +0.8 +1.6
Nonresidential construction investment
and other investment +1.6 +1.5 +2.0 +1.5
Government investment (real) +2.1 +1.0 +0.5 —-1.5
Private investment (real) +0.4 -4.9 +1.2 +2.1

Investment in plant and equipment (real)
Residential construction investment (real)
Nonresidential construction investment
and other investment

Government investment (real)

Private investment (real)

Inventory changes (real)

Contribution to total gross fixed capital formation
growth in percentage points

-0.5 —47 +0.1 +0.9
+04 -0.5 +0.2 +0.4
+0.6 +0.6 +0.9 +0.6
+0.1 +0.0 +0.0 =01
+04 —47 +1.1 +2.0
Contribution to real GDP growth in percentage points
-03 | -18 | +01 | +0.0

Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook.

slightly since the end of 2008, the engineering, in contrast, has benefited
decline is expected to be fairly limited ~from the government’s economic sup-
in 2009 at —2.3% compared with the port measures (development of road
more substantial decline in investment and railway infrastructure) and is ex-

in plant and equipment (—12.4%). Civil ~ pected to grow by 1/2% in 2009.
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5.2 Car Scrapping Scheme and Tax
Reform Support Consumption in
First Half 2009

Given the economic crisis and a massive
setback in property income, self-em-
ployment income and operating sur-
pluses, consumer spending turned out
to be surprisingly robust in the first
half of 2009. This fact can be attributed
to a combination of factors. On the one
hand, real disposable household income
developed very favorably as of late, fol-
lowing several years without substan-
tial gains, as the size of payroll employ-
ment increased by 272% in 2008. In
addition, wage settlements for 2009
broadly reflected the high inflation lev-
els prevailing in the fall of 2008, when
most settlements were concluded, but
inflation has since dropped sharply;
this has caused real household income
to rise considerably.

Economic Outlook for Austria

On the other hand, two temporary
factors had a positive impact on con-
sumption in the first half of 2009. First,
the tax reform that entered into force
in the spring of 2009 has strengthened
the purchasing power of houscholds.’
Second, the car scrapping scheme ap-
plicable from April 1, 2009 temporar-
ily stoked household demand, after hav-
ing initially depressed the level of new
car registrations in the first quarter fol-
lowing the announcement of the new
scheme. The number of new passenger
car registrations continued to grow vig-
orously even after the incentive expired
in July 2009, as high discounts made up
for it. Thus, passenger car sales did not
start to decrease — and thus dampen
consumption — until the fourth quarter
of 20009.

3 Together with thefamil)/ package, the tax reform reduces the burden on households by EUR 2.1 billion in 2009.
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Box 1

Development of Private Consumption in the First Half of 2009

The official seasonally and working-day adjusted national accounts data available at the time
of writing (= flash estimate for the third quarter of 2009) do not reflect the changes in
consumption levels that the temporary support measures should have created. The underlying
reason is that the official series exhibits a high degree of smoothness. This series shows private
consumption to have been growing at a steady quarterly rate of 0.1% for the past seven
quarters in a row. Having adjusted the consumption series for seasonal and working-day
effects with the Tramo/Seats' program, we arrived at very different results. Including the
irregular component (which accounts for outliers and special effects), consumption expendi-
ture grew by 2% in the second quarter of 2009 against the previous quarter. The seasonally
adjusted trend series (i.e. excluding the irregular component) suggests that consumption
increased by 0.7% in the second quarter. Both series show negative growth for the first quarter
of 2009, which is likely to reflect the announcement effect of the car scrapping scheme.

Chart 2

Car Scrapping Scheme Supports Private Consumption in Second Quarter 2009

Private Consumption New Passenger Car Registrations

Quarterly change in % Change in %
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accounts data = Against the same month a year ago

=== Series seasonally adjusted by the authors with Tramo/Seats —
incl. irregular components

== Series seasonally adjusted by the authors with Tramo/Seats —
excl. irregular components

Source: WIFO, OeNB calculations.

" The TramolSeats program, which is also being used by Eurostat, decomposes time series into a trendlcyclical
component, a seasonal component, and an irregular component. For a (German) description of Tramo/Seats, see e.g.
Wiiger (1995): Das neue Saisonbereinigungsverfahren des WIFO. WIFO-Monatsberichte 10/95. 625-635.

In 2010, compensation of employ-
ces will stagnate on account of the con-
tinued rise in unemployment and con-
siderably lower wage settlements. Oper-
ating surpluses, self-employment income
and investment income are projected to
have dropped sharply in 2009 and will

continue to shrink somewhat there-

after. At the same time, public transfer
payments will stabilize household in-
come. Employment levels are expected
to start rising again in 2011. The ensu-
ing growth of household income would
imply an — albeit subdued — accelera-
tion of consumption growth.
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MONETARY POLICY & THE ECONOMY Q4/09



Economic Outlook for Austria

Table 6

Determinants of Nominal Household Income in Austria

2008 ‘ 2009 ‘ 2010 ‘ 2011

Annual change in %
Employees +2.5 -1.3 -0.6 +0.5
Wages per employee +2.7 +24 +1.3 +1.8
Compensation of employees +5.3 +1.0 +0.6 +2.3
Mixed income and operating surplus, net +8.5 —13.7 -0.2 +4.8
Property income' 34 =4 -0.2 +2.6

Compensation of employees

Mixed income and operating surplus, net
Property income

Net transfers minus direct taxes’
Disposable household income (nominal)

Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook.

Contribution to disposable household income growth
in percentage points

+4.3 +0.9 +0.5 +1.8
+1.1 -19 +0.0 +0.6
+0.7 -0.5 +0.0 +0.5
=17 +3.0 +1.6 -04
+4.4 +1.3 +2.0 +2.3

! Negative values indicate an increase in (negative) net transfers minus direct taxes, positive values indicate a decrease.

Table 7

Private Consumption in Austria

2008 ‘ 2009 ‘ 2010 ‘ 201

Annual change in %
Disposable household income (nominal) +44 +1.3 +2.0 +2.3
Private consumption expenditure (PCE) deflator +2.8 +0.9 +1.4 +1.6
Disposable household income (real) +1.6 +0.4 +0.6 +0.6
Private consumption (real) +0.5 +04 +0.6 +0.9

% of nominal disposable household income
Saving ratio 12,0 | 19 | 18 | 11.6

Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook.

5.3 Labor Market Conditions
Expected to Remain Strained
over the Entire Forecast
Horizon

While the crisis has not left the labor
market unscathed, payroll employment
only dropped by close to 2% in recent
months (year on year) according to data
released by the Association of Austrian
Social Security Institutions. Adjust-
ments on the labor market typically oc-
curred through a reduction of hours
worked rather than through job cuts.
The most recent data on employment
(based on the labor force concept) show
hours worked to have shrunk by 5.2%

in the second quarter of 2009 com-

pared with the same quarter of 2008,
whereas the number of employed per-
sons declined by a mere 0.7% over the
same period. At the firm level, these
reductions were basically achieved
through a reduction of overtime hours
worked and through the use of vacation
leave credits, as well as through the use
of averaging arrangements. Economic
policymakers managed to prevent
larger job cuts by gradually expanding
the short-term working scheme. Thus,
the unemployment rate (Eurostat defi-
nition) rose relatively moderately from
3.5% in mid-2008 to 4.8% in Septem-
ber 2009. Other factors that helped

contain this rise include the massive
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Table 8

Labor Market Developments in Austria

2008

2009 ‘ 2010 ‘ 2011

Annual change in %

Total employment +2.1 —1.2 -0.8 +0.3
of which: Payroll employment +2.5 —-1.3 —-0.6 +0.5
Self-employment -0.2 —-1.0 —-1.2 -04
Public sector employment +2.0 +0.1 +0.0 —-0.1
Registered unemployment +1.7 +19.5 +10.6 +1.8
Labor supply +1.7 +0.0 -01 +04
% of labor supply
Unemployment rate (Eurostat definition) 39 ‘ 47 | 53 | 54

Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook.

expansion of training activities and the
hoarding of labor at the beginning of
the crisis. Above all in the manufactur-
ing industry — the sector that has been
hit hardest by the crisis — has the expe-
rience of labor shortages before the on-
set of the crisis prevented larger and
more rapid job cuts.

With the unwinding of these fac-
tors, some of which were temporary,
and given the lag with which the labor
market tends to react to cyclical devel-
opments, further job cuts appear to be
in the offing for 2010. Following a drop
by 1.3% in 2009, payroll employment
is expected to decrease by another
0.6% in 2010. Employment losses are
likely to bottom out in mid-2010, by
which time payroll employment (based
on national accounts data) is expected
to lie about 80,000 employees below
the peak value reached in the third
quarter of 2008. Payroll employment
will not start to grow again until 2011
(by 0.4%).

As in the past, the growth of labor
supply will be highly procyclical. The
influx of workers from abroad will
slow down considerably and will not
start to rebound more strongly until all
workers resident in the countries that
joined the EU in 2004 and 2007 have
gained full access to the labor market in
mid-2011. The effects of the pension
reform of 2003 have been strongly lim-
ited by an early retirement scheme for
workers with long employment histo-
ries (the so-called “Hacklerregelung”).
Demographic developments will have a
slightly negative impact on the supply
of labor in 2010 and 2011.

The changes in employment levels
and in the supply of labor indicate that
labor market conditions will remain
strained over the entire forecast hori-
zon. Based on the national accounts
definition, around 300,000 persons
will be unemployed in both 2010 and
2011. The unemployment rate (Euro-
stat definition) is thus expected to rise

from 4.7% in 2009 to 5.4% in 2011.
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Box 2

Changes in Employment Levels in the Current Crisis

The size of the current growth setback by far exceeds all other recessions in recent decades.
At the same time, the number of actual or anticipated job losses is lower than would have
been expected compared with past crisis episodes. Indeed, the losses in employment are virtu-
ally no higher than they were in the early 1980s and in the mid-1990s. This box looks into the
underlying factors and also discusses whether these factors will have a limited effect, or
whether they are likely to keep the reaction of employment figures moderate also in the
medium to long run.

Chart 3
Economic Growth and Employment from 1970 to 2011
Real GDP Growth Employment and Unemployment
Annual change in % Annual change in % %
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== GDP (real) == Payroll employment (seasonally adjusted, left-hand scale)

== Unemployment rate
(national definition, seasonally adjusted, right-hand scale)

Source: Statistics Austria.

We have looked at productivity growth during the latest crisis for pointers. During the eco-
nomic slowdown from the first quarter of 2001 to the second quarter of 2003, labor produc-
tivity (defined as value added per employee) rose by roughly 2% each year on average. Based
on the assumption that productivity patterns will develop along similar lines also during the
current crisis, we arrive at hypothetical employment patterns based on realized and projected
GDP growth rates (chart 4, left panel). Actual employment growth (including projections) is,
however, more favorable." The right-hand panel of chart 4 shows the discrepancy between
employment figures as projected in the current economic outlook and hypothetical employ-
ment figures for the final quarters of 2009, 2010 and 2011. This discrepancy is moreover
broken down into four underlying factors (sectoral impact, overtime, short-term working,
residual).

The most important factor, also in the medium run, is the difference in the impact of the
crisis on individual sectors. The current crisis has hit above all the manufacturing industry.
This industry is particularly capital-intensive, and its labor productivity is more than 1% times
as high as that of the economy as a whole. Therefore, any decline in GDP that almost exclu-
sively hits the manufacturing industry will trigger a markedly weaker employment reaction
than an economic slowdown that dffects all industries uniformly. From today’s point of view,

! The discrepancy between the two employment patterns is certainly overstated initially, as hoarding of labor and the
decline in hours worked caused to depress productivity growth when the economy first started to slow down. By the end
of 2009 — 1% years after the onset of the crisis — these typical adjustment lags should, however, have largely run their
course.
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the output of the manufacturing sector is unlikely to return to pre-crisis levels by the end of
2011. Consequently, we have taken the effects on value added and employment to be perma-
nent in the manufacturing industry. These effects explain one-third of the discrepancy
between the actual and hypothetical changes in employment at the end of 2009, and as much
as two-thirds at the end of 2011.

Chart 4

Projected and Hypothetical Employment Dynamics

Current versus Hypothetical Outlook Explanation for the Discrepancy between the

Current and the Hypothetical Outlook
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Source: OeNB, Eurostat.

The other factors reflect a range of instruments used to offset the negative impact of the re-
cession on employment in the short term, which will cease to be relevant in the medium term.
For instance, in the current crisis, overtime levels have been reduced disproportionately strongly
(e.g. by working less overtime, using vacation leave credits or applying averaging clauses). This
effect is estimated to correspond to about 0.5% of total hours worked, or to about 21,000
employees up to the end of 2009. Similarly, the effect of short-term working arrangements will
be temporary, even though the time limits for those schemes have been extended. The
number of persons working short-term (i.e. on average 70% of standard working hours) is
estimated to lie at 40,000 at the end of 2009, and should drop to 5,000 until the end of 2011.
The residual of the discrepancy between actual and hypothetical changes in total employment
basically includes hoarding of labor or other undocumented factors.

6 Inflation Remains Low in View ments have basically been shaped by

of the Crisis two effects. First, decreasing energy

In 2008, the surge in energy prices
drove up inflation rates, causing the
HICP to climb by 3.2% against 2007
levels. In contrast, developments in
2009 have been characterized by
marked disinflation. After peaking in
June 2008 at 4.0%, inflation rates have
been going down continually. June and
July 2009 even saw a decline in prices
(by —0.3% and —0.4%, respectively).
Since then, consumer prices have stag-
nated year on year. Inflation develop-

prices have dampened the impact of the
energy component on the HICP. Sec-
ond, food prices, which were a key
driver of inflation in 2008, ceased to
contribute significantly to overall infla-
tion in 2009. The current crisis has af-
fected above all wholesale prices, which
decreased by 8.4% in the first ten
months of 2009 compared with the
same period 2008.

For the full year of 2009, we expect
HICP inflation to reach 0.5%. As the
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Chart 5

HICP Inflation and Contributions from Subcomponents
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Source: OeNB, Statistics Austria.

dampening effects of declining energy
prices will disappear at the end of 2009,
inflation should accelerate to 1.5% in
2010. For 2011, we forecast a rate of
1.6%.

As the decline in employment has
been very moderate in relation to the
extent of the economic setback, unit la-
bor costs have risen sharply in 2009.
Yet in view of the continued bleak eco-

nomic outlook, businesses will most
likely not be able to pass on their higher
costs through higher prices; thus their
profit margins will sink in 2009. In
2010 and 2011 this trend will be slightly
reversed. Compensation per employee
is expected to have increased by 2.4%
in 2009, thus remaining markedly be-
low the growth in negotiated wages
(+3.4%). This negative wage drift

Table 9

Selected Price and Cost Indicators for Austria

2008 ‘ 2009 ‘ 2010 2011

Annual change in %
Harmonised Index of Consumer Prices (HICP) +3.2 +0.5 +1.5 +1.6
HICP energy +10.7 -10.5 +3.3 +2.7
HICP excluding energy +2.5 +1.5 +1.2 +1.5
Private consumption expenditure (PCE) deflator +2.8 +0.9 +14 +1.6
Investment deflator +1.5 +0.7 +1.2 +1.5
Import deflator +3.8 -3.0 =(0)4t +1.5
Export deflator +3.8 =31 -0.3 +1.3
Terms of trade +0.0 =01 +0.1 -0.2
GDP at factor cost deflator +2.0 +0.2 +1.2 A 4t
Unit labor costs +2.8 +49 -0.8 +0.5
Compensation per employee +2.7 +24 +1.3 +1.8
Labor productivity =01 24 +2.1 +1.3
Collectively agreed wage settlements +3.1 +3.4 +1.3 +1.6
Profit margins' -0.8 —47 +2.0 +0.8

Source: 2008: Eurostat, Statistics Austria; 2009 to 2011: OeNB December 2009 outlook.

" GDP deflator divided by unit labor costs.
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results from a number of factors. On
the one hand, employees worked less
overtime, and companies paid fewer
bonuses and other incentive compensa-
tion. On the other hand, structural
effects have also been at play. In the
current crisis, job losses were recorded
above all in the manufacturing indus-
try. Since this industry pays above-
average wages, average wages have gone
down as well. In view of the wage
settlements negotiated in fall 2009 that
were available at the time of writing
(metal industry and retail sector: ap-
proximately +172%), we expect negoti-
ated wages to increase by 1.3% in 2010,
and by 1.6% in 2011. Given high unem-
ployment levels and the strongly nega-
tive output gap, there is little sign of
inflation pressures building up during
the forecast horizon.

7 Medium-Term Balance of Risks
for Growth Is on the Downside

In the short run, the risks surrounding
this economic outlook are tilted to the
upside. The projections are based on
the assumption that the temporary
factors that supported growth in the
second half of 2009 will rapidly lose
effect, and that GDP growth — last
measured at 0.9% in the third quarter
2009 (real, seasonally adjusted, against
the previous quarter) — will drop to
0.4% in the fourth quarter of 2009 and
to 0.1% in the first quarter of 2010.
However, there is a chance that the
inventory cycle and the economic stim-
ulus packages may in the short run pro-
vide a higher contribution to growth
than expected. In the medium run,
however, risks lie mainly on the down-
side. The widespread strong need to
consolidate public finances and a faster
unwinding of fiscal and monetary stim-
ulus programs might dampen economic
growth. Other downside risks include
the unexpected emergence of renewed

tensions in financial markets. A further
appreciation of the euro would hurt the
European export industry. Last but not
least, a continued rise in commodity
prices also constitutes a risk for cyclical
developments.

With regard to inflation, the main
upside risk stems from a renewed surge
in commodity prices. In addition, mea-
sures to consolidate the budget through
revenue increases by raising fees and
taxes would also stoke inflation. At the
same time, a further appreciation of the
euro and weaker medium-term output
growth would dampen inflation. In
general, rising unemployment figures
and persisting excess capacities would
also imply lower levels of wage and
price inflation.

8 Economic Outlook Much
Brighter on Account of more
Favorable External Conditions

The underlying assumptions on global
growth have been revised upward since
the OeNB’s June 2009 economic out-
look. For 2010, we raised our growth
expectations for Austria’s export mar-
kets by another 3% percentage points.
In view of the rise in oil prices in recent
months, the price of oil futures expir-
ing at the end of 2011 increased by
around USD 15 per barrel (Brent). The
euro has appreciated against the U.S.
dollar and it has also strengthened on
the basis of nominal effective exchange
rates. Since interest rates have de-
creased since June 2009, long-term
interest rates have been revised down-
ward by about > percentage point
throughout the forecast horizon.

The effects of these new external
assumptions were simulated using the
OeNB’s macroeconomic model. The
brighter ~external conditions were
found to support GDP growth by
1.3 percentage points in 2010. Austria
will benefit above all from stronger
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Table 10
Change in the External Economic Conditions since the OeNB June 2009 Outlook
December 2009 June 2009 Difference
2009 2010 ‘ 2011 ’ 2009 ‘ 2010 ‘ 2011 ‘ 2009 2010 ‘ 2011
Annual change in %
Growth of Austria’'s export markets -12.3 +34 +3.8 —124 +0.1 +3.6 +0.1 +3.3 +0.2
Competitor prices in Austria’s export markets —34 —-01 +1.1 -2.5 —-01 +0.7 -09 +0.0 +0.4
Competitor prices in Austria’s import markets =31 +0.1 +1.1 —2.5 =01 +0.7 -0.6 +0.2 +0.4
usb
Oil price per barrel (Brent) 62.2 814 85.9 54.5 65.5 70.3 +7.7 +15.9 +15.6
Annual change in %
Nominal effective exchange rate (exports) 0.7 —04 +0.0 -04 +011 +0.0 -0.3 -0.5 +0.0
Nominal effective exchange rate (imports) -0.8 =01 +0.0 =07 +0.1 +0.0 =01 =02 +0.0
%
Three-month interest rate 1.2 1.2 24 14 1.6 2.5 -0.2 -04 =01
Long-term interest rate 39 39 A 42 4.6 5.0 -03 -0.7 -0.6
Annual change in %
U.S. GDP (real) -2.5 +1.9 +2.3 -33 +0.3 +1.6 +0.8 +1.6 +0.7
USD/EUR
USD/EUR exchange rate 140 149 149 1.33 1.34 1.34 +0.07 +0.15 +0.15
Source: Eurosystem.
Table 11
Breakdown of Forecast Revisions
GDP ‘ HICP
2009 ‘ 2010 ‘ 2011 ‘ 2009 ‘ 2010 ‘ 2011
Annual change in %
December 2009 outlook -3.5 +1.2 +1.6 +0.5 +1.5 +1.6
June 2009 outlook —4.2 -04 +1.2 +04 +1.1 +1.2
Difference +0.7 +1.6 +04 +0.1 +04 +04
Percentage points
Due to:
External assumptions +0.1 +1.3 +0.5 +0.3 +0.5 +04
New data +0.5 +0.9 X +0.0 +0.0 X
of which: Revision of historical data until Q1 09 -0.7 X X X X X
Projection errors for Q2 09 and Q3 09 4.3 +0.9 X +0.0 X X
Other” +0.0 -0.6 =01 -0.2 =01 +0.0

Source: OeNB June 2009 and December 2009 outlooks.

! Different assumptions about trends in domestic variables such as wages, government consumption, effects of tax measures, other changes in assessment and model changes.

growth in its export markets. In addi- of new data and other effects. The in-

tion, the low level of interest rates is
also beneficial for growth.

Table 11 lists in detail the reasons
that motivated the latest forecast revi-
sions, differentiating between effects of
changed external assumptions, effects

fluence of new data includes the effects
of the revisions of both the historical
data already available at the time of the
previous economic outlook (i.e. data up
to the first quarter of 2009) and the

forecasting errors of the previous out-
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look for the periods now published for
the first time (i.c. data for the second
and third quarters of 2009). This exer-
cise shows that economic activity de-
veloped more favorably than forecast
both in the second quarter (—0.5%
rather than —1.4%) and in the third
quarter of 2009 (+0.9% rather than
—0.5%). This forecasting error was,
however, partly offset by a marked

downward revision of GDP growth in
the second half of 2008. For the fore-
cast for 2010, these historical data revi-
sions were not relevant. The upward
revision of the inflation forecast basi-
cally reflects the assumption of higher
energy prices. The exchange rate
assumptions, in contrast, had a damp-
ening effect in comparison with the

June 2009 outlook.

Box 3

OeNB-BOFIT Outlook for CESEE Countries'
The Region is Reaching the Trough, a Gradual Recovery, Mainly Driven by
External Demand, to Be Seen from 2010 Onward?

This box presents GDP projections for an aggregate of eight CEE countries (the CEE-8, cover-
ing Bulgaria, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania) as
well as for five individual CEE countries (Bulgaria, the Czech Republic, Hungary, Poland,
Romania) and Russia for the years 2009 to 2011. In 2009, GDP in the CEE-8 will contract by
close to 4%, even though Poland, the largest economy in the region, will post positive growth.
In 2010, growth in the CEE-8 will turn slightly positive (+0.5%) and recover further by a
moderate 2.6% in 2011. The Russian economy, following a deep contraction of 8% in 2009,
will grow by 3% in both 2010 and 2011.

Table 1 Measured in average annual terms,
the extent of the decline in growth in
2009 will be very similar in the CEE-8
and the euro area. Thus, the positive
Eurostat| OeNB growth differential of the past years
will not be visible in 2009. However,
the performance in most countries will

CEE-8 GDP Outcomes 2008 and
Projections for 2009-2011

2008 2009 ‘ 2010 ‘ 2011

Annual growth in % actually be far below the average, and
CEE-8 3.7 -3.8 0.5 2.6 the projected growth rate of —3.8% is
Bulgaria 6.0 =52 -0 1.6 significantly influenced by the strong
Czech Republic 32 =52 06 26 performance of Poland. On the back of
Hungary 0.6 —6.7 =11 3.3 d v L e ik
R e 0 19 5, Strong domestic demand, the Polis
Romania 71 77 03 31  economy is expected to grow by +1%.

Hence, the country is leading in terms
of performance not only within the
region but also within the EU as a
whole. For 2010, a slight recovery of +0.5% is projected for the CEE-8 aggregate. In 2011, all
countries will experience positive, albeit still relatively low growth rates, and the economy of
the CEE-8 region as a whole will expand by 2.6%.

Source: OeNB September 2009 forecast, Eurostat.

! Compiled by Julia Wérz (Julia.Woerz@oenb.at).

2 The OeNB and the Bank of Finland Institute for Economies in Transition (BOFIT) compile semiannual forecasts of
economic developments in Bulgaria, the Czech Republic, Hungary, Poland, Romania, Russia, and Croatia, with the
OeNB being in charge of the projections for the EU Member States and Croatia and BOFIT for the forecast regarding
Russia. The cutoff date for all projections is September 28, 2009. The projections rest on preliminary global growth
projections and technical assumptions about euro area import growth, oil prices and USD/EUR exchange rates, which
are prepared by the ECB for the Eurosystem in the context of broad macroeconomic projection exercises. Imports of the
euro area are expected to shrink substantially in 2009 and to recover moderately thereafter. The price of oil will
recover steadily up until 2011, but will stay well below its pre-crisis level. The USD/EUR exchange rate is assumed to rise
moderately in 2009 and to remain unchanged over the remaining projection horizon.
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1 Outlook for CEE-5: Poland Performs Best in 2009, Gradual Recovery in the
Region Expected for 2010 and 2011

The global financial crisis hit the CEE-5 countries later but in most cases more severely than
Western Europe, as already laid out in the March OeNB-BOFIT? projections. The significant
downturn in the first half of 2009 was mainly driven by a slump in exports triggered by a
lack of external demand (this decline was less pronounced in Poland, possibly helped by the
comparatively strong currency depreciation in late 2008 and early 2009), a strong decrease in
gross fixed capital formation and substantial destocking related to faltering export demand
and worsening economic sentiment. Private consumption delivered a substantial negative
contribution to growth in all countries as labor market conditions started to deteriorate, wage
growth decelerated in real terms and credit growth declined substantially. Imports contracted
more sharply than exports in almost all countries. Thus, net exports developed into the most
important GDP-sustaining component in all countries apart from the Czech Republic.

Just as the crisis hit the region with a time lag, recovery will take place with some delay,
too. In the second half of 2009, domestic demand will not pick up compared to the first
half, and the positive contribution of net exports will continue to rely on the slump in imports
(which will, however, lose momentum in all countries).* Exports are expected to remain weak
for the rest of 2009 due to lackluster import growth in the euro area, partly due to the end of
Western European car scrappage schemes. These schemes were particularly important for
the Czech Republic and Hungary in the first half of 2009. The inventory cycle will help support
GDP dynamics during the second half of 2009, as destocking came to an end by mid-2009.
The positive contribution of net exports to growth observed in most countries (ranging
between 19 percentage points in Romania and 2% percentage points in Poland for the whole
year of 2009) will partly be temporary and is particularly strong in those countries where
domestic demand declined the most. Export-oriented Czech Republic is the only country show-
ing a negative contribution of net exports in 2009 because of the country’s high dependance
on the car industry, one of the industries hit hardest by the current crisis at the global level.

The moderate growth projected for the CEE-5 for 2010 is expected to stem from external
demand. We expect mostly positive though very small contributions from net exports to GDP,
ranging between 0.1 percentage points in the Czech Republic to 1.7 percentage points in
Hungary. Again, Poland is the only exception, with a projected small negative contribution
(=0.5 percentage points) in 2010.

In most countries, current account imbalances have been reduced significantly during the
crisis, while the turmoil seen in financial markets in late 2008 and early 2009 has abated.
Hence, we expect investment activity to stabilize in 2010 and exports to rise as a consequence
of an improved global environment (imports will also pick up somewhat from their depressed
2009 levels). For the region as a whole, the external growth impetus will, however, be too
weak to bring the CEE countries back on a robust growth track as early as in 2010, given that
domestic demand continues to be weak. As the effects of the crisis on the real economy
materialize only with a certain time lag (through rising unemployment, precautionary savings
and weak confidence), private consumption will remain subdued. All countries will continue to
have little room for anticyclical fiscal measures. In a few countries, there might even be a
(moderately) negative impact on GDP dynamics coming from (continued) fiscal tightening.

In 2011, improving external demand conditions and the continued process of restocking
is expected to lead to a positive growth performance in all countries. The strong growth of
both exports and imports will be partly due to base effects arising from previously low levels.

? See Box 4 of the “Economic Outlook for Austria” in Monetary Policy & the Economy Q2/09.

* The unprecedented collapse of international trade in late 2008 and early 2009 is reflected in major downward revisions
in the projections of import growth compared to our last forecast. However, with exports falling substantially as well,
the net effect on our revisions for GDP growth is rather moderate.
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Compared to pre-crisis levels, growth will remain subdued and the contribution of domestic
demand will continue to be weaker due to lagged real economy effects. Hungary, where
domestic demand has already been sluggish for several years, will be an exception and show
some recovery in investments.

The forecasts for 2010 and 2011 are still subject to considerable uncertainty, mainly
related to developments in Western Europe. External demand and external financing condi-
tions for the CEE-8 may be dffected negatively if the gradual recovery of the global and the
euro area economy that we assume in our baseline scenario does not materialize (risk of a
double dip). Another risk factor would be a renewed increase in risk aversion vis-a-vis emerg-
ing economies. Moreover, domestic demand may also be weaker than expected, in particular
if the real economy impact of the financial crisis in the CEE-5 countries turns out to be stron-
ger than anticipated.

2 BOFIT-OeNB Forecast for Russia: Deep Contraction in 2009, Global Crisis
probably Prelude to Lower Trend Growth

The world economic crisis hit Russia hard through the sharp decline in oil prices and the drying
up of international financial markets, which triggered a credit crunch in the country. In the
first half of 2009, Russia’s total output fell 10.4% year on year, although the second-quarter
performance showed signs of stabilization. The drop in GDP was primarily due to a decline in
fixed investments (estimated at 19% in the first eight months over the same period in 2008)
and a substantial drawdown of inventories. A drop in economic activity and the strong devalu-
ation of the ruble in early 2009 also triggered a sharp contraction of imports. Month-on-
month and quarter-on-quarter data point to a bottoming out of GDP growth in the summer of
2009. Monthly estimates of real GDP reached their lowest point in early 2009 and have been
rising again since May. Unemployment rates (International Labour Organization’s methodol-
ogy) leveled off over spring and summer.

In the second half of 2009, private consumption is likely to be boosted by trickle-down
effects of recovering oil and staple revenues, by the stabilization of the job market and by
wage recovery. Moreover, growth in government consumption should kick in, since the revised
federal budget for 2009 provides for a sizable fiscal stimulus: It foresees higher expenditure
(+7% of GDP) despite falling revenues, leading to an expected budget deficit of over 8% of
GDP (2008: surplus of 4.1%). The turnaround in the second half of 2009 will be supported by
modest growth in export demand. Import growth will likely remain subdued, given its sharp
decrease in the first half of the year and the continuing impact of the ruble devaluation of
early 2009. However, persisting elevated (double digit) inflation has been eroding competitive-
ness gains sparked by devaluation, and recovering consumer demand may contribute to a
gradual pick-up of imports toward the end of the year. Still, net exports will probably deliver a
positive contribution to GDP growth for the first time in years. Given the weak economic
performance in the earlier part of the year, total output in 2009 will register a substantial
contraction, which we project at 8.0%.

Owing to considerable lingering uncertainty and limited credit availability, investment — hit
by a severe credit crunch — is not expected to pick up until 2010. At that point, investment will
join private and government consumption, buoyed by a stabilization of the global recovery, as
the driving forces of Russian economic expansion. The continuing, though smaller fiscal stimu-
lus in 2010 will include an expansion of social policy measures. Budget shortfalls in both 2009
and 2010 are to be covered mostly by money from reserve and welfare funds. While exports
will continue to grow modestly, the recovery of domestic demand and the likely return of the
ruble’s real effective exchange rate to almost the level posted one year earlier will revive im-
ports — to the point that the contribution of net exports to growth will revert to negative terri-
tory. GDP growth will be relatively moderate in 2010 and 2011 (+3% in both years).
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Table 2

Russia GDP Outcome 2008
and Projections for 2009-2011

Rosstat | BOFIT-OeNB

2008 ‘ 2009 ‘ 2010 ‘ 201

Annual growth in 9%
Russia 56| -80 3.0 3.0

Source: Rosstat 2008, BOFIT forecast 2009—2011.

Economic Outlook for Austria

The risks to these projections are mainly on the
downside. As in the past, Russia’s economic
performance in the coming years will largely de-
pend on the oil price, and therefore on the
strength of the world economy’s recovery, which
is expected to remain fragile for some time.
Another risk factor relates to nonperforming
loans, which have already reached a high level.
Their further expansion would perpetuate the
credit squeeze and act as a major drag on the
economy’s recovery. Inflation also gives rise to
concern: If it does not subside in the remaining

months of 2009, the Russian currency could get under renewed downward pressure, which
might even again destabilize the financial system. Finally, the world economic crisis may
dampen Russian investment growth and hence the economy’s medium- to long-term growth
trajectory if the banking sector (or capital market) fails to make up at least partly for the

breakdown of foreign investment finance.
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Annex: Detailed Result Tables

Table 12

Demand Components (Real Prices)

Chained volume data (reference year = 2000)

2008 ‘ 2009 ‘ 2010 ‘ 201 ‘ 2008 ‘ 2009 ‘ 2010 ‘ 201

EUR million | Annual change in %

Private consumption 137,953 | 138,531 | 139412 | 140,649 +0.5 +0:4 +0.6 +0.9
Government consumption 48,619 | 48,892 | 49250 | 49,724 +3.0 +0.6 +0.7 +1.0
Gross fixed capital formation 56,152 | 53,564 | 54,184 | 55,236 +0.5 —4.6 +1.2 +1.9
of which: Investment in plant and equipment 21,421 18,774 18,838 19,346 —14 =124 +0.3 +2.7

Residential construction investment 12,174 11,900 11,999 12,193 +1.9 -2.3 +0.8 +1.6

Investment in other construction 22,557 | 22,890 | 23,347 | 23,697 +1.6 +1.5 +2.0 +1.5
Changes in inventories (including statistical discrepancy) 4,781 2,009 2,333 2,221 X X X X
Domestic demand 247,505 | 242,997 | 245179 | 247,830 +1.5 -1.8 +09 +1.1
Exports of goods and services 153,726 | 133,930 | 137,695 | 143120 -04 -12.9 +2.8 +3.9
Imports of goods and services 135,631 | 120,740 | 123,504 | 127,402 —1.6 -11.0 +2.3 +3.2
Net exports 18,095 | 13,190 | 14,191 15,719 X X X X
Gross domestic product 265,600 | 256187 | 259370 | 263,549 |  +20| =35 +1.2 +1.6
Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook.

Table 13

Demand Components (Current Prices)

Private consumption

Government consumption

Gross fixed capital formation

Changes in inventories (including statistical discrepancy)
Domestic demand

Exports of goods and services
Imports of goods and services
Net exports

Gross domestic product

Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook.

2008 ‘ 2009 ‘
EUR million
148,512 | 150,496 | 153,570 | 157,435
52,030 | 53,892 | 557101 | 56,466
60,218 | 57,867 | 59,239 | 61,295
2192 | =2,299 | —2,336 | —2,781
262,952 | 259,956 | 265,573 | 272,415
167,310 | 141,233 | 144,775 | 152,396
148,447 | 128,167 | 130,574 | 136,673
18,863 | 13,066 | 14,201 15,723

281,815 | 273,022

| Annual change in %

+3.3
+59
+2.0

X
+34

+3.3
+2.2
X

| 279774 | 288138 | +4.0 |

+1.3
+3.6
-39

X
=11

—15.6
—13.7
X

-34 |

+2.0
+2.2
+24

+2.2

+2.5
+1.9

+2.5 |

2010 ‘ 20M ‘ 2008 ‘ 2009 ‘ 2010 ‘ 20M

+2.5
+2.5
+3.5

+2.6

+5.3
+4.7

+3.0
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Table 14

Deflators of Demand Components

2008 ‘ 2009 ‘ 2010 ‘ 2011 ‘ 2008 ‘ 2009 ’ 2010 ‘ 2011

2000 = 100 | Annual change in %
Private consumption 107.7 108.6 110.2 1119 +2.8 +0.9 LA +1.6
Government consumption 107.0 110.2 1119 113.6 +2.9 +3.0 +1.5 +1.5
Gross fixed capital formation 107.3 108.0 109.3 111.0 +1.5 +0.7 +1.2 +1.5
Domestic demand (excluding changes in inventories) 1074 108.8 110.3 112.0 +2.5 +1.3 LA +1.6
Exports of goods and services 108.9 105.5 1051 106.5 +3.8 =31 -0.3 +1.3
Imports of goods and services 109.4 106.2 105.7 107.3 +3.8 -3.0 -04 +1.5
Terms of trade 99.5 99.3 994 99.3 +0.0 =01 +0.1 -0.2
Gross domestic product 1061 | 1066 | 1079 | 1093 | +20| +04| +H2| +14
Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook.
Table 15
Labor Market
2008 ‘ 2009 ‘ 2010 ‘ 2011 ‘ 2008 ‘ 2009 ‘ 2010 ‘ 2011
Thousands | Annual change in %
Total employment 4,251.6 4,200.0 4,166.1 4179.6 +2.1 -1.2 -0.8 +0.3
of which: Private sector employment 3,719.9 3,667.6 3,633.7 3,647.5 +2.1 —14 -09 +0.4
Payroll employment (national accounts definition) 3,570.1 3,5224 3,499.8 3,515.8 +2.5 -1.3 -0.6 +0.5
% of labor supply
Unemployment rate (Eurostat definition) 39 | 4.7 | 53 ‘ 54 | X | X | X | X
EUR per real output unit x 100
Unit labor costs (whole economy)’ 62.1 | 65.1 | 64.6 ‘ 65.0 | +2.8 | +4.9 | -0.8 | +0.5
EUR thousand per employee
Labor productivity (whole economy)’ 62.5 | 61.0 | 623 | 634 | -01 | 24 | +21 | +1.3
EUR thousand
Real compensation per employee? 36.0 | 36.6 | 36.5 | 36.6 | -01 | +15 | -0 | +0.2
At current prices, EUR thousand
Gross compensation per employee 38.8 | 397 | 40.2 ‘ 41.0 | +2.7 | A | +1.3 | +1.8
At current prices, EUR million
Total gross compensation of employees 138,531 | 139967 | 140,854 | 144,064 | +53 | +1.0 | +0.6 | +2.3
Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook.
! Gross wages divided by real GDP.
2 Real GDP divided by total employment.
7 Gross wages per employee divided by the private consumption expenditure (PCE) deflator.
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Table 16

Current Account

2008 ‘ 2009 ’ 2010 ‘ 201 ‘ 2008 ‘ 2009 ‘ 2010 ‘ 2011

EUR million | % of nominal GDP
Balance of trade 12,619.0 9,729.3 10,688.9 11,8534 4.5 3.6 3.8 41
Balance on goods —556.0 21453 | —1,2388 —1136.5 -0.2 -0.8 -04 -04
Balance on services 13,175.0 11,874.6 11,9277 12,9899 47 4.3 43 4.5
Euro area —437.0 1431 399.3 1,255.7 -0.2 01 0.1 04
Non-euro area countries 13,056.0 9,586.2 10,289.6 10,597.7 4.6 3.5 3.7 3.7
Balance on income —1,866.0 —2,508.4 —2,6894 —2,759.6 —-0.7 -09 -1.0 -1.0
Balance on transfers —1,714.0 —2,307.7 —1,938.2 —2,075.2 -0.6 -0.8 -0.7 -0.7
Current account 9,039.0 4913.2 6,061.3 7,018.6 3.2 1.8 2.2 24

Source: 2008: Eurostat; 2009 to 2011: OeNB December 2009 outlook.
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Table 17

Quarterly Outlook Results

2009 | 2010{ 2011 | 2009 2010 2011
Q1 ‘ Q2 ‘ Q3 ‘ Q4 | Q1 ‘ Q2 ‘ Q3 ‘ Q4 | Q1 ‘ Q2 ‘ Q3 ‘ Q4
Prices, wages and costs Annual change in %
HICP +0.5 [ +1.5 | +1.6 | +1.0 +01 -01 +0.8 | +1.6 +16 +15 +14|+15 +1.6 +1.6 +1.6
HICP (excluding energy) +1.5 | +1.2 | +1.5 [+22 +16 +13 +11 | +11 +13 +14 +13 | +14 +1.5 +1.5 +1.5
Private consumption expenditure
(PCE) deflator +09 | +14 | +1.6 | +09 +09 +09 +10|+1.3 +14 +14 +15|+1.6 +1.6 +1.6 +1.6
Gross fixed capital formation deflator +0.7 | +1.2 | +1.5 | +0.9 +0.7 +0.6 +0.7 |+09 +11 +14 +14|+14 +15 +1.6 +1.6
GDP deflator +04 | +1.2 | +14 | +04 +02 -01 +12|+11 +11 +13 +13 |[+13 +14 +14 +14
Unit labor costs +49 |-0.8 |+0.5 | +7.0 +75 +3.6 +15|-13 -22 +00 +04 |+01 +03 +07 +1.0
Nominal wages per employee +24 | +1.3 | +1.8 | +3.0 +34 +19 +13 |+1.0 +06 +1.7 +19 |+1.7 +1.7 +19 +2.0
Productivity 24| +21 |+13 |38 -38 —-1.6 -02|+23 +29 +16 +14|+1.6 +14 +12 +1.0
Real wages per employee +1.5 | -01 [+02 | +20 +26 +1.0 +03 |-03 -0.7 +03 +03|+01 +01 +02 +03
Import deflator -30|-04|+15|-21 -18 -57 -23|-11 —-19 +07 +08 | +11 +14 +16 +1.7
Export deflator -31|-03|+13[-09 -26 -48 -42|-14 -10 +05 +07 |+1.0 +1.2 +14 +15
Terms of trade -01|+01 |-02 |+1.2 -08 +1.0 -19|-02 +1.0 -02 -01|-02 -02 -02 -02
Economic activity Annual and/or quarterly changes in % (real)
GDP -35|+12 | +1.6 | 26 -05 +09 +04|+01 +03 +04 +04 |+04 +04 +04 +04
Private consumption +04 | +0.6 | +09 | +01 +01 +01 +0.0 |+02 +0.2 +02 +02 [+02 +0.2 +02 +03
Government consumption +0.6 | +0.7 | +1.0 | -1.6 +02 +12 -01|-01 +01 +02 +03 |+03 +02 +02 +0.2
Gross fixed capital formation —46 | +12 | +19 |25 +01 +1.3 -03 |+02 +03 +04 +04 [+0.5 +05 +0.5 +0.6
of which: Investment in plant and equipment =124 | +0.3 | +2.7 | =47 —26 +0.0 +0.2 | +0.1 +04 +0.6 +0.7 |+0.7 +0.7 +0.7 +0.8
Residential construction investment’ =23 | +0.8 | +1.6 | =11 -0.6 —-0.1 +0.2 |+04 +04 +04 +0.3|+04 +05 +04 +05
Exports —129 | +2.8 [ +39 | =57 -28 +14 +11 |+06 +09 +09 +09 [+09 +1.0 +11 +11
Imports -11.0 | +23 | 3.2 | -5.6 -23 +09 +1.2 |+06 +05 +0.6 +0.7 |+0.8 +0.8 +09 +09
Contribution to real GDP growth in percentage points
Domestic demand -0.7 [+0.7 | +11 |-0.8 +01 +0.6 =01 |+01 +02 +0.2 +03|+03 +03 +03 +03
Net exports -1.8 | +04 | +0.6 | -04 -04 +03 +0.0 |[+0.0 +02 +02 +02 |+01 +01 +01 +01
Changes in inventories -1.0 | +01 |+0.0 | =15 -03 +01 +04 |+00 -01 +00 +0.0 |[+0.0 +0.0 +0.0 +0.0
Labor market % of labor supply
Unemployment rate (Eurostat definition) ~ 47 | 53| 54| 44 48 47 49| 51 53 54 54| 54 54 54 53
Annual and/or quarterly changes in %
Total employment -12 [-08 |+03 |-05 -04 -07 -02|-01 -02 +0.0 +00 |+01 +02 +02 +03
of which: Private sector employment -14|-09 |+04 |-05 -04 -08 -02|-01 -02 +00 +01 |+01 +0.2 +0.2 +0.3
Payroll employment -13|-06 |+0.5 |-06 -06 —-07 -01|+00 -01 +0.0 +01 |+01 +0.2 +03 +03
Additional variables Annual and/or quarterly changes in % (real)
Disposable household income +04 |+0.6 |+0.6 [+02 +12 +14 01 |+00 -04 +00 -01[+02 +03 +05 +03
% of real disposable household income (saving ratio) and % of real GDP (output gap)
Household saving ratio 19 | 118 | 11.6 | 107 11.6 128 126|124 119 1.7 14| 114 115 117 118
Output gap -20|-=20|-19|-21 25 -18 -17|-19 -20 20 -19|-19 -19 -19 -18
Source: OeNB December 2009 outlook (based on seasonally and working-day adjusted data).
! Excluding other investment in construction and other investment.
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Table 18
Comparison of Current Economic Forecasts for Austria
Indicator OeNB WIFO IAS OECD IMF European
Commission
December 2009 September | September | November October November
2009 2009 2009 2009 2009

2009 ‘ 2010 ‘ 201 2009‘ 2010 2009‘ 2010 2009‘ 2010‘ 201 2009‘ 2010 2009‘ 2010‘ 2011
Key results Annual change in %
GDP (real) =35 +1.2 +16| 34 +10|-38 +1.0|-38 +09 +22|-38 +03| 37 +11 +15

Private consump-

tion (real) +04 +0.6 09 | +0.2 405 | 4153 405 [+07 +08 +17| x  x|+05 +05 +06
Government
consumption (real) +0.6 +0.7 +10 | +08 +1.5| +1.0 +08 | +09 +1.7 +13 X x| +1.0 +14 +11

Gross fixed capital

formation (real)’ —4.6 +1.2 +19 | -61 -04|-108 -02 |—-65 +01 +3.7 X x| =66 —-03 +3.0

Exports (real) =129 28 +39 =12.0 +2.2 |-13.5  +3.8 |-141 +4.5 +75 X x =137 421 +3.5

Imports (real) -11.0 +2.3 +32 (=101 +1.6 |-121 +29 | =96 +51 +7.8 X x| =98 +1.6 +31

GDP per

employee =D At +2.1 +13| 23 +15| 24 +1.8 X X X X x| =23 +1.8 +12

GDP deflator +04 +1.2 +14 | +19 +09 | +1.5 +1.0 [ +0.7 +1.0 +11 X x| +1.6 +09 +17

CPI X X x| +05 +13 | +06 +14 X X x | +0.5 +1.0 X X X

HICP +0.5 +.5 b | +0S | 1.3 X x | +0.3 +0.6 +1.0 X x [+0.5 +13 +1.6

Unit labor costs +4.9 -0.8 +0.5 | +51 =03 X X X X x X x | ¥54 +02 +13

Payroll

employment -1.2 -0.8 +03 | -15 -09 | —15 -0.8 X X X X x| =15 =07 +03
% of labor supply

Unemployment

rate’ 47 53 54| 53 58| 50 58| 58 741 73| 53 64| 55 60 57
% of nominal GDP

Current account 1.8 22 24| 19 19 X x| 19 22 26| 21 20| 15 14 18

Government

surplus/deficit —4.2 =56 —-54|-45 -57|-44 -54|-43 55 -58|-42 -56|-43 -55 =53

External assumptions
Oil price in USD/

barrel (Brent) 62.2 814 859 | 60.0 750 | 61.0 800 | 770 770 770| 615 765 | 613 765 805
Short-term interest

rate in % 1.2 1.2 24| 13 1.5 1.2 12| 12 08 19 12 16| 13 1.5 25
USD/EUR

exchange rate 140 149 149 | 140 150 | 139 135|149 149 149 | 137 141 | 139 148 148

Annual change in %

Euro area

GDP (real) —-41to -39 +01to+15 +02to+22 |—-40 +08| 39 +1.0|—-40 +09 +17|-42 +03|-40 +0.7 +15
U.S. GDP (real) =2.5 =19 2.3 | =27 | F0 | =27 | FT || =25 | 2S5 | 28 || =27 | FS | =25 | +22 | 720
World GDP (real) =11 +3.0 35 | =12 | 20 X X X X x| =11 +31|-12 +31 +35
World trade -11.7 +4.3 +4.7 =120 +2.0 |[-145 +6.0 =125 +6.0 +77 |-119 +2.5 |-140 +3.6 +46

Source: OeNB, WIFO, IAS, OECD, IMF, European Commission.
" For IAS: Gross investment.
2 Eurostat definition; for OECD: OECD definition.
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